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ditional sale, purchase money mortgage, or the peculiar Pennsyl-
vania "bailment-lease." Hence "equipment trust" securities can
be marketed by a company whose new mortgage bonds cannot;
since, top, the equipment in case of default can be removed and
sold irrespective of the possible unprofitable location or condition
of the road itself.

Land and houses, especially in the case of subdivision develop-
ment, are often sold on an instalment basis. In that situation radi-
cally different rules of law apply; there is no possibility, for in-
stance, of resale by the buyer to a bona fide purchaser; forfeiture
on default of what the buyer has paid in is almost universal, yet
often subject to mitigating periods of grace by virtue of liberal
construction of the contract.

See Bogert's Commentaries on Conditional Sales (1924); W. A.
Estrich, Law of Instalment Sales of Goods (1926) ; K. Duncan, Equip-
ment Obligation (1924); E. R. A. Seligman, The Economics of Instal-
ment Selling (1927).                                                     (K. N. L.)

INSTALMENT SELLING, a system of retail trading
which is in essence an extension of credit to purchasers, under
some form of -contract by which the purchaser agrees to make
partial payments at stated intervals over a period of weeks,
months or even years. In this article a resume of American
developments will be given first.                                      (X.)

I. IN THE UNITED STATES

In the United States real estate instalment selling is handled
mainly through building and loan associations. High-grade furni-
ture houses were the first business houses to make use of instal-
ment selling in the United States. They introduced it early in the
19th century. Soon this method was extended to the marketing
of many commodities, among the most important being books,
sewing machines, pianos, gramophones, stoves, washing machines,
automobiles, vacuum cleaners, clothing, jewellery and radios.

Although instalment selling was first confined to the marketing
of high-grade commodities, it is at present used by merchants who
sell practically all classes of goods. A certain social stigma came
to be attached to the purchase of goods on the instalment plan,
especially when it came into use by firms who handled low-grade
goods and used questionable methods of marketing their products.
Furthermore, there has always been a prejudice against the use of
bank credit to finance consumers' purchases. The belief, which
has been fostered by economists, has been that bank credit should
be confined to the promotion of production, where there would be
an increased value created as a result of the extension of this
credit. If a person did not have sufficient funds to purchase com-
modities for consumption, the feeling was that he should go with-
out them until such time as he could af ord to purchase them out
of accumulated savings. This antipathy was probably one of the
causes of the various refinements in names whioh have been given
to instalment selling, such as "deferred payment plan," "purchas-
ing out of income" and "budgeting plan."

A distinction should be made between two broad classes of
goods which are sold under instalment plans: consumption and pro-
duction goods. In many cases it is difficult to determine into
which class a sale falls, but the main point is that there is little or
no criticism heard of selling production goods on instalment plans,
while there is much criticism and discussion as to the justification
of the application of these same methods of marketing to con-
sumption goods. Purchases of railway equipment through the use
of railway equipment bonds has been an accepted method of
financing the acquisition of producers' capital. Payments are
made on these bonds over a period of ten years under the same
type of plan and contract as is used in instalment sales of con-
sumers' goods. These goods are considered a sound investment
and in many'cases have shown themselves more secure than mort-
gage bonds.

Larger growth of instalment selling has taken place in the mar-
keting of consumption goods and the increase is primarily the
result of the development of the use of this form of credit in the
automobile industry. Conservative estimates show that about
70% of all automobiles sold since 1925 have been financed through
instalment plans. The most recent estimate made of the amount

of instalment sales is $4.500,000,000 out of a total annual sale of
$38,000,000,000.
The mainspring of the mechanism of instalment selling is the
finance company of which there are two types: the independent
company and the subsidiary company which is organized by the
parent company for the sole purpose of financing sales of its prod-
ucts. An example of the first type is the Commercial Credit com-
pany of Baltimore, incorporated in 1910, while the General Motors
Acceptance Corporation is the outstanding example of a sub-
sidiary. The independent companies finance sales of a variety of
commodities, and are divided into a number of different depart-
ments which handle the financing of particular groups of com-
modities. As a rule, the independent companies use what is termed
the non-recourse plan, while the subsidiaries use the recourse plan.
Under the recourse plan the dealer signs the instalment paper and
thus assumes a liability for the failure of the customer to live up to
the terms of the contract. In case of default by the customer, the
dealer resumes possession of the article and must again dispose
of it to recover the remainder of money still owed to him. Under
the non-recourse plan the dealer does not assume any obligation,
and in case of default the finance company repossesses the article
and offers it for sale. Both types of finance companies furnish
credit for wholesale as well as retail sales.
As the most important part of instalment selling is devoted to
automobiles, this feature of the development should be considered
in more detail. Instalment selling of automobiles did not come
into existence until after 1910. It was about that time that dealers
in California are said to have originated it. Growth was slow in
the industry for the first few years, and the sales were financed by
the dealers themselves without assistance from finance companies.
There were a few scattered examples of firms which purchased
automobile paper beginning about 1913, but this was uncommon.
Rapid growth started after the World War. The amount paid at
the time of purchase varies from about 25% to 40^ of the pur-
chase price of the car. The length of time covered by the sub-
sequent payments is usually between 6 and 18 months. Ordi-
narily, a larger down payment and a shorter elapsed time is used
in the case of second-hand cars. In the sale of new cars the best
practice calls for a minimum down payment of one-third the pur-
chase price and the length of time for subsequent payments to be
spread over a period of not more than 12 months. However, these
terms are not followed closely, and there are many exceptions. It is
found that the number of repossessions necessary and the losses
of finance companies increase alarmingly when the terms are
made more lenient. The terms of all instalment paper should be
drawn up so as to give the purchaser sufficient equity in the com-
modity to make it his interest to keep up the remaining payments.
Fire and theft insurance is paid by the purchaser, and the rate
is usually high enough so that it will cover the risk of conversion,
that is, the chance that the purchaser may steal the car before all
his payments are made.
The most widely used form of contract in instalment selling is
the conditional sale, which is signed by the purchaser. It contains
three distinctive features: (i) title remains in the seller, (2) pos-
session is generally held by the purchaser, and (3) title passes to
the purchaser on complying with the conditions of the sale. If
the buyer fails to meet his payments the seller may repossess, and
the seller is not compelled to refund any of the payments already
made unless there is legislation to this effect in the State where
the sale is made. In event of such legislation, the seller may be
required to return to the purchaser any amount he receives on
resale of the article above the amount which remains due from
the purchaser and his costs. In those States where a conditional
sale is not legal, a lease plan or chattel mortgage is used to finance
instalment sales. In this case, the purchaser is considered to have
leased the article and pays rent for the length of time covered by
his payments (see infra). There is no fundamental difference to
the purchaser in the cost of these various plans.
It is difficult to estimate the pure interest rate which the pur-
chaser pays for the money he borrows in instalment buying, be-
cause of the fact that the costs of financing are included in the
payments made, in addition to the insurance charge, and the loan